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ABSTRACT

This report further analyzes the work that nust be done to
i ntroduce broad-based | and and building taxes in the Republic of
Arnmenia. It proposes a three-phase inplenentation effort,
begi nning with a system based on taxpayer (person) registers. In
t he second phase, a rudinentary fiscal cadastre (or parce
register) would be created. The third phase woul d begi n when
urban fiscal cadastral records were based on official |egal
cadastral records. (Also see Rchard R Any, "Cadastral Re -
cords, Property Taxation, and the Privatization of Property in
the Republic of Arnenia.")
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EXECUTI VE SUWARY

This is a report of a short-termtechnical assistance
mssion to Armenia by R chard Alny in Novenber 1993. The purpose
of the mssion was to assist Arnenia devel op | egal and fi scal
cadastres and to intro duce recurrent taxes on |and, buil dings,
and other property. It followed an earlier mssion (see R chard
R A ny, "Cadas tral Records, Proper ty Taxation, and the Privat -
ization of Proper ty in the Republic of Arnenia," Qctober 1993).
A ny was joined by Lynn C Holstein (see Lynn Hol stein, "Aspects
of the Legal Cadas tre in Arme nia," Decenber 1993.)

A ESTABLI SHVENT OF A LEGAL FRAMEWORK FOR PRCPERTY TAXATI ON

Armeni a has nade considerable prog ress in draft ing two
property tax laws: a |aw about property tax and a | aw about | and
tax. (Arnenia' s definition of "property” includes buildings and
nmovabl e property but excludes land.) The English versions of the
draft | aws suggest a conplex, |oosely coordinated, but not
unwor kabl e property tax system Additional efforts to harnonize
them woul d be desirable. The policy objectives of sone of the
tax differentials and exenptions in the draft |aws are not always
clear. Analyses of the fiscal and economc effects of these
differentials would be desir able. The goals of the analy ses
woul d be to ensure that the | and and proper ty taxes reinforce
Armeni a' s broader policy objectives and neet its fiscal objec -
tives.

B. MARKET MON TORI NG

The Armeni an Urban Research Institute (AUR) has been noni
toring i mMmov able property nmarket activity in the Gty of Yerevan.
The researchers are collecting informa tion on |istings, which
they regard as a neasure of supply. They are collecting infornma
tion on transaction prices, which they term"the narket price of

demand.” F nally, they are collecting informa tion on transac -
tions registered in the Yerevan inventory office. Mst price
data is obtai ned by nmenbers of the nonitor i ng team posi ng as

buyers, negoti ating a deal, and then backing out of it. They
regard the prices agreed to as reasonabl e surrogates for actual
mar ket prices, which generally are not reveal ed by the parties
i nvol ved.

The researchers plan to track sales frominitial agreenent
bet ween the buyer and seller through registration of the change
in owership. This will enable themto obtain infornation on the
degree to which prices are under stated in registration. They
plan to plot sales on maps, which will enable additional spatial



anal yses. The data base software being used will permt addition
al conputer-assisted analy ses of the data. As an exanple, | did
sone exploratory val uation nodeling. The nodel described in
annex 5 suggests (a) that the housing market in Yerevan is
behaving rationally, (b) that AUR's delin eation of |and val ue
zones was successful, and (c) that nodern, conputer-assisted nmass
val uation met hods could be used in Arne nia.

In summary, the AUR narket nonitoring program appears
sound, al though sone inprove nents could be nade. As general
recomrendati ons, data quality should be stressed over data
quanti ty and the research shoul d concentrate on sal es rather than
listings. Each sale should be ident ified by its address (or
cadastral nunber). Properties wth unusual physical characteris
tics or prices would be checked in the field. 1| also would
recomnend a test programof contact ing the seller, buyer, or both
after registration to confirmsales infor mation and to eval uate
whether a sale is an "armis-1ength, open-nmarket" trans action that
is representative of the housing and | and nmarket in Yerevan.
recommend that the feasi bility of doing simlar research outside
Yer evan be ex pl ored.

Ohe of the benefits of the research is that the re searchers
w |l gain valuable experi ence. Mre inportant, the research can
provide the basis for sinple nmass valuation nodels for estinating
the val ue of residential immovable property, which the Tax
| nspectorate could use in inplenen ting the property taxes.

(One question that shoul d be asked is whether early sales in
a market truly reflect the supply and demand for housing in
Yerevan or whether they represent a narket niche. If the AUR's
exchange rate of 2,500 rubles to the dollar is reasonably accu -
rate, there is sone evidence that the dollar sales reflect one
mar ket and the ruble sales another. The nedian price of dollar
sal es was $8, 000, which is about 160 tinmes the m ni mum annual
salary and about 30 tines a professional salary. |In contrast,
the nedian ruble price converted to dollars was $1,900, which is
about 40 tines the mninmnumsalary and six tines a professional

salary. It seens unlike |y that ordinary famlies coul d purchase
housing at dollar prices. |In other words, the observed prices
may not represent typical housing values. Annex 5 illustrates

t he consequences of using an inappropriate val uati on nodel .

C PROPERTY TAX SYSTEM RECOMMENDATI ONS

Armenia's property tax systemnust be able to identify
t axabl e subj ects (taxpayers) and taxabl e objects and |ink them
(oj ects nust be val ued and assessed correctly. Tax assessnents



must be collected. |If any of these is done poorly, tax equity
will suffer. Revenues also may suffer

Economc real ities dictate that Arnenia instal | a property
tax systemquickly, with available resourc es, and with avail able
data. Fiscal needs dictate that the property tax system be
installed before a conprehensive fiscal cadastre can be conpl et -
ed. Initially, the Tax I nspectorate should concentrate on the
nmost val uabl e objects of taxation and the sub jects whose property
is suffi ciently valuable to generate tax revenue in excess of
admnistrative costs. Mass valuation nodel s shoul d be sinple--
requiring only data that are readily available. Public inform -
tion prograns, billing, and enforcenment shoul d be vigorous so
that taxpayers realize that the new taxes are "real ."

1. Taxpayer Registration System

Property tax systens can be organi zed in two broad ways:

(1) by registering property as declared by owners and (2) by
building a fiscal cadas tre. Taking advantage of its experience
and existing person identification systens and recogni zi ng
shortcomngs in records of taxable objects, the Tax Inspec torate
plans to build a register of taxable subjects (both physical and
| egal persons) that contains information about the assessabl e
property they hold. This is an appropriate initial choice, as
exi sting records of taxable objects are inconplete and di spersed.

In particular, there are no records of urban |and parcels.
However, Arneni a shoul d expedi tiously develop a | and parcel - based
fiscal cadas tre for the reasons outlined bel ow

The Tax | nspectorate envisag es obtaining information about
proper ty owners a nd users and their property hol dings from
avai |l abl e sources, including owers and users thensel ves, inven -
tory offices, G prozem and other offices. The Inspectorate
woul d assenble the informa tion in its conputer system value
property, calculate taxes, and send tax statenments to taxpay ers
who are physical persons. Records woul d be organi zed by personal
identification nunber, although provisions should be nade for
address and cadastral nunber cross references.

The draft |aw on property tax |aw provi des that separate tax
bills be sent to part owners of a building. Presunably the
intent of this is allow separate tax bills for private |y owned
apartnents. |If the provision is applied to part owners of apart
nments, as sone fear, it will substantially conplicate admnis -
tration of the tax and possibly create a large "l oop hol e" which
many wll use to avoid paying property taxes.
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To i npl erent the proposed tax system the Tax I nspectorate
will need to design tax returns for both physical and | ega
persons. It nay not be able to rely on receiving needed informa
tion fromother agencies in a tinely fashion. It would be unw se
to allow a subject to avoid the obligation of paying taxes nerely
because of a failure or |ack of capacity on the part of some
gover niment agency.

A systemfor dis tributing blank returns will need to be
devi sed. Procedures for receiving and processing returns wll
need to be devel oped. These include recording the receipt of
returns, review ng themfor conpleteness and accuracy, and naki ng
necessary revisions, and cal cul ati ng assessnents and taxes due.
Ret urns shoul d be matched nmanual |y or by conputer with Iists of
enterprises, privatized apartnents, peasant farns, and the |ike.

M smat ches woul d need to be investigat ed.

Probl ens can be anticipated with inconplete returns and er
rors. Variations in the spelling of names and errors in in -
scribing identification nunbers can be problematic in any system

| f possible, bar coding technol ogy shoul d be used to speed
processing of returns and tax paymnents.

Al though | support a taxpayer register systeminitially,
i nter national experience has shown that such systens have serious
short com ngs. Sone taxpayers will fail to declare any property.
More will under-report or under-value their property.
Qoportuni ties for favoritismand corruption will grow In short,
tax equity and revenue yield will suffer.

2. Fi scal Cadastre

Only by creating a fiscal cadastre, which organizes | and and
bui | di ng records geographically, can the tax admnistra tion
ensure that all assessable objects are discov ered and correctly
described. Having informa tion on spatial characteristics al so
facilitates valuation, particularly of land. The recomended
fiscal cadastre would consist of (1) a set of |arge-scale naps
depi cting parcel boundaries; (2) a cadastral nunbering system by
whi ch each parcel woul d be assigned a uni que nunber; (3) records
describing the land parcels, any build ings situated on those
parcel s, and any separately assessable parts of buildings; and
(4) records of the persons respon sible for paying property taxes.

(An inportant fifth conponent in a val ue-based property tax is a
separate sales file.)

As noted, all the infornation needed to build a fiscal
cadastre does not exist in Armenia. As urban | and parcels have



not been delineated, there are no cadas tral maps, and there has
been no need for cadastral nunbers. Build ings are not |inked
with specif ic parcels, and official records may not contain
information on all buildings.

Several strategies could be used to convert froma person-
based property tax systemto a cadastre-based system Legal and
fiscal cadastres could be (1) conpletely indepen dent, (2) linked,

or (3) fully integrated. |ndependence reduces the need for
institutional coordination, but results in duplica tions of effort
and redundant, anbi guous data. Full integration theoretically is
nost appeal ing but seldomis practi cal admnistratively and
financially. Conse quently, linked | egal and fiscal cadastres

generally are recom nended. The common el enents woul d be the
cadastral maps and the cadastral nunbering system As the |egal
cadastre is conpiled, data would flowfromit to the fisca
cadastre to refine the data in the latter

By necessity, an Arnenian fiscal cadastre initially would be
rudinmentary and inconplete. Happily, the Insti tute of Cartogra -
phy and Geodesy has produced base maps at scales suitable for the
cadastre. The Tax Inspectorate could provisionally delineate
par cel boundaries on copies of these maps with sufficient accura -
cy for taxation (the boundaries woul d be adjusted as parcels are
registered in the |l egal cadastre). As a cadastral nunber i ng
system common to the legal and fiscal cadastres woul d reduce
anbi guity, an early task should be to adopt a standard cadas tral
nunberi ng system The formand content of associated records
al so woul d need to be deci ded.

In summary, the general goal should be to design a function -
al, affordable fiscal cadastre, even though it may not reflect
the state of the art technologically. A fiscal cadastre is a
tool to be used, which inplies having the neans and wlling ness
tomintainit.  course, the eventual creation of digital maps
and a geographic informati on system shoul d be kept in m nd.

3. Val uation Systens and Procedures

The introduction of the proposed taxes on |and and property
wll require the devel opnent of a valuation system Initially,
the systemw Il have to conpensate for (a) the fact that property
markets are in an early stage of develop nent, (b) a corre sponding
short age of market data, and (c) a shortage of experi enced
val uers. Moreover, the resources that can be allocated to
proper ty tax admnistra tion are limted. However, the design of
t he val uation system shoul d not be unduly constrai ned by current
conditions, as they can be expected to inprove.
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Val uation is both a science and an art. It is well de -
scribed in treatises. Valuers consider three main types of
evidence: sales prices, inconmes generated fromrent, and con -
struction costs. Valuation activi ties follow a standard process
with the followng main steps: (1) define the valuation problem
(2) make a preliminary analysis, plan how to sol ve the problem
and sel ect and coll ect the necessary data; (3) determ ne the nost
econom c |legal use; (4) (usually) estinmate | and val ue; (5)
estinate total property value; (6) reconcile value indica tors and
reach a conclu sion as to val ue; and (7) report the concl usion.
These activities are present in the nmass val uation systens,
al t hough the work nust be highly systenatized to achi eve neces -
sary economes. The valua tion problemis defined inlegis Ilation.

Most of the neces sary data reside in the fiscal cadas tre.
Valuation is acconplis hed through the devel opnent and application
of mathematical valuation nodels. Valuers enploy quality assur -
ance procedures to ensure data accuracy, evaluate the valuation
nodel s, and review val ue estinates. Taxation requires that a
val ue estimate be officially adopted for each property, and the
estinate (the assessnent) be communi cated to the taxpayer via an
assessment notice or tax bill.

As the description of the valuation process suggests, a
nunber of prelimnary anal yses nust precede the devel oprment of
val ue estimates. As the nost tinme-consum ng and expensi ve aspect
of a mass valua tion programis collecting and processi ng cadas -
tral data, an inportant prelimnary analysis process is to decide
whi ch data are needed. Cadastral records should contain the
information need ed by the val uation nodel or nodels that will be
used, as well as the information needed for classification. The
records should contain the loca tion, site, and i m prove nent
characteristics that affect the attractive ness of a property in
the marketpl ace. (Good val uation practice requires a decision as

to the nost economc | egal use of each property. In nass val ua -
tion, the current use generally is assuned to be the hi ghest and
best use. Informa tion on current use also is necessary to assign

I and and buildings to their proper tax class.

Monitoring sales is crucially inportant--even when avail abl e
data may not be trustwor thy. ldeally, information on every sale
woul d be col |ected, analyzed, and, if necessary, verified. The
Tax I nspectorate should nmain tain a separate sales data file
containing a record of each sale. The record should contain
infor mati on about the sale price and terns, a description of the
property as it was when it was sold, and an anal yst's opi nion as
to the useful ness of the sale.



Sal es shoul d be reviewed to determ ne which ones represent
"open-nar ket, armis- length" sales. Only those sal es provide
convincing evidence of market value. Theoretically, adjustnents
to a nomnal sale price are warranted in a nunber of circunstanc
es toreflect better the true price that was paid for i movabl e
proper ty. |f novable property was included in the sale, the
val ue of that property shoul d be deducted fromthe total sale
price. |If the seller lent noney to the buyer to conplete the
purchase, and if the rate of interest charged was different from
the market rate of interest, the sale price should be adjusted
for the present value of the difference. Such adjustnents are
nmore likely to be required for sales of business inmovabl e
property. Finally, it nay be necessary to adjust sales prices
for differences between the dates of sale and the date of val ua -
tion. This occurs when price |levels are chang ing significantly,
such as when inflation is high.

An inportant prelim nary analysis is to identify submarkets
and assign each property to the submarket to which it bel ongs.
Exanpl es of subnarkets include those for vacant | and and housi ng.

It also is necessary to anal yze | ocation effects. Loca tion
anal yses shoul d consid er nmarket area, neighbor hood, and site.

Construction cost trends should be nonitored. Rental
property income and expense data shoul d be coll ected, screened,
and anal yzed. Omners or managers of income property should be
required to file a confidential incone and expense return.

Pilot studies of valuation methods shoul d be nade before
firmy coomtting to using them They woul d enabl e valuers to
master the nmethods and gain a first-hand appreciation of their
useful ness in Arnmenia. |In addi tion, they would provide a basis
for estimat ing shifts in tax burdens associ ated wi th any changes
i n val uati on met hods.

It will be necessary to decide which val uati on approaches
wi Il be enphasized in the valuation system Prinary val uation
options include: (a) nmarket nodels, (b) income nodels, and (c)
cost nodels. Valuers prefer market nodel s when sufficient open -
market, arms -length sales are available. Incone nodels shoul d
be considered in the valua tion of rented properties. Cost nodels
provi de a back-up method for val ui ng buil di ngs when sufficient
sales and incone data are not avail able. Wen the necessary
mar ket data are not avail abl e, the opinions of panels of experts
and point differen tiation tech niques can be substituted.



Sinpl e nodel s should be used i n the beginning. Wen the
data permt, nodels of nore than one type shoul d be devel oped, as
mul ti ple value estinates provide a consis tency check

4. Tax Coll ecti on and Enf or cenent

Ef fective tax collection and enforcenent are no | ess inpor
tant than conpl ete discovery and accurate valuati on of taxable
objects. Property taxation without strict enforcenent of tax
obligations is not truly "taxa tion" but is a systemfor accepting
contri butions. The five main steps of an effective tax collec -
tion and enforcenment programare: (1) assessnent of tax |iabi
ities; (2) notification of tax liabilities; (3) persuadi ng
taxpayers to pay; (4) receipt and proper recording of the date
and anmount of tax paynments; and (5) enforcenent of delinquent tax
l[iabilities. A guiding principle is to make tax paynent conve -
nient. Possible paynent points include tax offices, banks, post
of fices, and nortgage hol ders.

The proposed person-based tax register systemw | require
that enforcenent actions to collect delinquent taxes be taken
agai nst the person, not the property. The admnistra tive costs
of enforcenent agai nst persons generally are higher than the
costs of attaching a tax lien to a property.

5. Quality Assurance

Publ i c acceptance of the proposed taxes on | and and property
wi Il depend on effective performance by the staff of the property
tax admnistration. Achieving an acceptabl e | evel of perfornmance
will require (a) the establishnent and docunentation of standards
of performance, (b) a well-organi zed and skilled staff, (c)
ongoi ng eval uation of performance, and (d) effective prograns to
correct problens. Public acceptance also will depend on a
perception that the tax is fair. A perception of fairness is
rei nforced when data are accurate, val uations appear accurate and
uniform collection rates are high, and taxpay ers are treated
W thout prejudice or favoritism An organizational culture of
publ i c service and excel | ence hel ps ensure quality work.

6. Appeal s
The accuracy and equity of tax assessnents w ill depend on
wel I -i nfornmed taxpayers, who are given opportunities to "audit"

the work of the tax admnistration and to appeal inaccurate or
unfair assessnents. Consequently, Arnenia should begin to design
an appeal procedure. E enents of the procedure will include (a)
establishnent of rights of appeal (and related | egal nmatters),

Xi



(b) creation of appeal bodies, (c) notice of assessnment, and (d)
procedure for making appeals. Initially, rights of appeal m ght

be limted to such things as corrections of neasurenents, classi
fication, and eligibility for an exenption. Later, when val ua -
tion nodels are sufficiently sophisticated as to allow a uni que

val uation of every proper ty, valuations also should be subject to
chal | enge.

D. CRGAN ZATI ON

Successful introduction of |and and property taxes in
Arnmenia wll require a strong coomtnent by the Governnent and
the Parlianment and an appropriate institutional structure. The
CGovernnent's and Parlianent's under standing of the benefits of
property tax and cadastral system devel opnment will be essenti al
to securing sufficient initial funding and in resol ving any
differ ences between affected institu tions.

O gani zational rel ationshi ps between the Tax | nspectorate
G fice and the agencies responsible for regis tration of ownership
and use rights (A prozemand the inventory offices) will need to
be resolved. Relation ships with other agen cies, such as AUR and
the Insti tute of Cartogra phy and Geodesy al so need to be estab -
lished. As Holstein (1993) recom nends, unified responsibili ty
for the |l egal cadastre would be highly desirable.

Internally, the Tax Inspectorate will need to assign respon
sibility for conpiling the register of taxpayers, valuation, tax
billing and collection, and conpiling the fiscal cadastre.
VWrking groups will need to be formned.

Consi deration shoul d be given to establishing a valuation
office separate fromthe tax admnistration in the future. This
office would be responsible for all govern nental val uations,

i ncl udi ng those needed for tax adm nistration.

E | MPLEMENTATI ON PLAN

| recommrend a three phase inplenentation plan, consisting
of: (1) aninitial phase, (2) a transitional or devel opnental
phase, and (3) a mature operational phase.

1. Initial Phase

The initial phase which woul d enconpass the work that nust
be done by the Tax In spectorate to (a) inplenent the property tax
systemenvis aged in the current draft legislation and (b) prepare
for the transitional phase. An early priority would be to



prepare a detailed plan for acconplishing this work. Anong the
matters to be consi dered incl ude:

. Legi sl ative Franework : Legislation |ays out policy choices,
provides the environ nent for their achieve nent, and assigns
responsibili ties. Wrk nodifying or el aborating existing
legislation should begin early in phase 1.

. Resources: It will be necessary to obtain fundi ng, nmake
organi zati onal changes, develop staff, consider the feasi -
bility of conputerization, and acquire facili ties and equip -

ment. Arrangenents for technical assistance shoul d be nade.

. Systens and Procedures : A najor devel opnental activity wl
be the design of systens and procedures. This work invol ves
identifying needs, evaluating alternative solutions, and
choosing the best solution in the circunstances. The fol -
lowing is a checklist of the major natters to be resol ved:

. Systens and procedures for registering objects and
subj ects

. Public informati on needs

. Acquiring agricultural cadastral data and in formation
frominventory offices

. Acquiring other lists of taxpayers

. Devi sing basic billing and collection strategy and
pr oce dur es

. Ensuring systemsecurity

. Training: Extensive training wll be needed. Courses

offered by the O ganisation for Econom c Co-opera tion and
Devel opnent woul d provide a good introduc tion. Later,
specific training in Arnmeni an systens and procedures will
need to be devel oped and of f ered.

. Data Collection : |In phase 1, data collection wuld focus on
the registration of subjects and objects. In addi tion, the
tax admnis tration shoul d begin collecting narket data.

. Valuation: Valuation generally would be restrict ed to
applying starting prices to data received in returns.
Howev er, val uation research should be contin ued.
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. Collection: Phase 1 collection procedures would be inple -

nment ed.

. Appeal : An initial appeal procedure should be devel oped.

. Quality Assurance : A quality assurance programw || need to
be devel oped.

. Public Information : A public information pro gram designed
to secure voluntary conpliance with the new taxes, should be
i npl enent ed.

. Planning for Phase 2 : It will be necessary in phase 1 to

lay the ground work for phase 2, the creation of a workable
fiscal cadastre. This work woul d i ncl ude:

. Determning the feasibility of conputerization

. Acqui ring work maps, developing the ca dastral nunbering
system and devel opi ng cadastral record forns

2. Transi ti onal Phase

The second or "transitional phase" woul d span the creation
of a first-generation fiscal cadastre. |Its chief goal would be
to broaden coverage of the taxes. The creation of the cadastre
woul d ensure that nore taxabl e objects were discovered. At the
sanme time, collection and, to the extent that narket condi tions
permt, valuation procedures would be refined. Phase 2 would
require establishment of institu tions capable of naintaining the
fiscal cadastre and carrying out an ongoi ng val uation program
It should begin in the second year of the proposed taxes on | and
and property. The phase 1 property tax systemwoul d continue in
oper ati on.

3. Mat ure Phase

The third or "mature" phase would begin with the conpletion
of a fiscal cadas tre. It would be an ongoing opera tional phase.
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1993, afterwards referred to as "Alny 1993a"). A ny was joi ned
by Lynn C Holstein, a specialist in cadastral systens. The
purpose of their mssion was to assist Arnenia devel op | egal and
fiscal cadastres and to introduce recurrent taxes on |and,
bui | di ngs, and other property. (Al so see: Lynn C Holstein,
"Aspects of the Legal Cadastre in Arme nia," Decenber 1993,
afterwards re ferred to as "Hol stein 1993.")

This report al so surveys progress nade between August and
November 1993 in two areas: property tax |legislation and narket
nmonitoring activities.

| ndependently and in conjunction with Holstein, the author
nmet with nunmerous Arnenian officials and experts. See annex 1.
The mssion culmnated in a wap-up session attended by about
fourteen (see Alny 1993b).

This report attenpts to lay out in nore detail natters that
will have to be resolved during the introduction of property
taxes and the creation of a fiscal cadastre.



1. PQLICY AND LEA SLATI VE NVATTERS

The Parlianent of the Republic of Armenia was anticipated to
have adopted the proposed | and and property taxes in 1993 but
nei t her | aw had been approved by Parlianent by January 1994. The
draft of the |law on property tax being considered by Parlia ment
was thought not to differ significantly fromthe draft | revi ewed
in August (see Alny 1993a). A new English translation of the
draft law on land tax was sent to ne in Septenber. This chapter
addresses this draft and other policy and | egislative nmatters.

A REVI EW COF DRAFT LEG SLATI ON

Al though brief, the English versions of the draft |aws on
| and and property taxes lay out a conplex, difficult to admnis
ter property tax system Arnmenia should further reviewthe
drafts and nake sure the probl ematic points di scussed bel ow are
addressed. (One objective of the reviewwould be to facili tate
i npl ement ati on of the property tax system envi saged by the Tax
| nspectorate Office (see chapter V). Legislative intent is not
al ways clear. Another objective would be to harnoni ze the two
tax laws to sinplify admnistration and to avoid policy con -
flicts. It would be desirable to draft a unified | aw on the
taxation of property. As sone |land can now be pri vat el y owned,
it may be desir able to enbrace conventional western definitions
of "property."

In the west, property conventionally is classified as
"i movabl e" or "novable."” |mrovabl e property includes | and,
bui | di ngs, and other inprovenents to |and. Movable property
includes industrial plant and equi pnent, aircraft, watercraft,
and the like. A though it is possible to value and tax | and and
bui | di ngs separately, they usually will be transferred from one
owner to another as a unit. Actual nmarket prices wll reflect
t he conbi ned val ue of the land and buildings. Consequently, an
al | ocation of value between I and and buildings will be somewhat
arbitrary.

Based on the drafts | r eviewed, the follow ng topics are
anong those that should be re viewed: status dates, the basis of
val ues, and paynent dates. Except for changes in hol dings,
privileges, and the like, 1 January inplicitly is the date for
determni ng taxabl e status under the property tax law. The | and
tax law (article 18) explicitly estab lishes 1 July as the status
date. A single status (valuation) date shoul d be established.



The basis of cadastral values is not clearly defined in
either law | recommend current nmarket value as of the status
date. Annual rental value, which is the legal basis for agricu
tural land tax assessnents, is another option. The choice woul d
depend on whet her nost |and and buildings w Il be occupi ed by
owners or tenants. The privatization of agricultural |and and
ur ban housi ng woul d suggest that ownership will be the prinary
formof |and tenure.

A mar ket val ue standard would require estinmates to be nade
of nost economc legal (or "highest and best") use of assessable
properties. Qeater enphasis would be placed on current use
under a rental value standard. Unoccupied property commonly is
not taxed under annual rental value systens, nmaking it easier for
owners to hold property in excess of current needs.

The | aw should identify the property rights to be val ued.
(See Hol stein 1993.) It is ordi narily assuned in i movabl e
property taxation that each taxpayer possesses the full set of
rights that may be privately possessed.

Land tax paynents are due on the 15th of Novenber of the tax
year and on the 15th of April of the next year. Property tax
paynents are due the 15th of Septenber and the 15th of Novenber.

Wth the possible exception of agricultural property, |and and
property tax paynent dates should be the sane and harnoni zed with
the status date.

Wth respect to the tax on property, there i s sonme concern
that the provision of article 4, which make each part owner of a
bui I ding a taxpayer, coupled with article 2, which nakes taxabl e
only the value in excess of 850 tinmes the mnimumnonthly sal ary,
Wil result inammltiplicity of part ownerships of apartnents,
nost of which woul d escape taxation. The intent of this provi -
sion should be clarified.

B. PQOLI CY RESEARCH

Careful anal yses of the fiscal and economc effects of the
proposed conplex differential taxa tion structure would be desir -
able. The goals of the anal yses would be to ensure that the | and
and property taxes reinforce the Republic of Armenia' s broader
policy objectives and that fiscal objectives are net. The
researchers should be alert to perverse incen tives, such as the
part-owner incentive mentioned above.

It may be desirable to formalize revenue targets. As an
exanpl e, an overall target for taxes on property mght be set at



2 percent of GDP or 3 percent of person al incone. Effective tax
rate benchmarks, such as no nore than 1 or 2 percent of mnarket

val ue, also mght be established. Admn istrative expenditure
targets also could be estab |ished. These could be used to
justify proposed admni strative expenditures.



11, NMARKET MONI TCORI NG

A OVERVI EW

I n Septenber 1993, the Arnenian Wban Research Insti tute
(AURI) resuned nonitoring real estate market activi ties in the
Gty of Yerevan. The research is described in "Housing and Land
Market in the Gty of Yerevan: Mni toring, Septenber 1993"
(Mushegi an and Sogononi an 1993). This chapter reports on their
resear ch.

The AUR narket nonitoring program appears sound, although
sone inprove nments could be nade. The research will produce
several benefits. The re searchers wll gain val uabl e experi ence.
More inportant, the research can provide the basis for sinple
mass val uation nodels for estimating the value of residential
| and, houses, and apartnents. The Tax |Inspectorate C(ffice could
use such nodels in inplemen ting the property tax.

The research will continue for several nonths, and the
researchers plan additional analyses. They plan to track sal es
frominitial agreenent between the buyer and seller through
regi stration of the change in ownership, a process that takes
about two nonths. This will enable themto obtain nore inforna -
tion about the properties that are sold. They also will obtain
information on the degree to which prices are under stated in
registration. They plan to plot sales on maps, which wll enable
addi tional spatial anal yses.

The AUR is using database software to record the narket
data. This will permt additional conputer-assisted analy ses of
the data. Having the data in conputer-readable formal so makes
possi bl e nmultivariate anal yses using statistical software (see
section D).

| al so recomrend that the feasibility of doing simlar
research outside Yerevan be ex plored. The Tax |nspectorate coul d
benefit frominformation about housing values in other cities and
vill ages and about the val ue of dachas.

B. DATA COLLECTI ON AND PROCESSI NG

The AUR is nonitoring the i movabl e property market in
Yerevan in three ways. First, the researchers are collecting
information on listings, which they regard as a neasure of
supply. Second, they are collecting information on prices, which
they term"the nmarket price of denand,” froma variety of narket



sources. Finally, they are collecting informa tion on transac -
tions registered in the Yerevan inventory office. Sources of
listings include print and tel evision nedia and brokers. (For
sone reason, immovable property brokers are called "stock ex -
changes" or sinply "exchanges.") Sources of price data include
a few brokers, who supply information confi dentially, and the
"illegal"™ market, which conprises unregistered deal ers and

i ndividual sellers. Menbers of the nonitoring teamenter this
mar ket by posing as buyers, negoti ate a deal, and then back out
of it. They regard the prices agreed to as reasonabl e surrogates
for actual nmarket prices.

The AUR reported 1,652 observations in Septenber and 1,521
in Cctober. O the Septenber observations, 671 were ownership
changes registered with the Yerevan building inventory office
(these were not entered into the database provided to I1QVA). The
researchers regarded only one of those as dis closing a plausible
price.

| was able to examne 970 records of the renai ning 981
Sept enber observations. The majority of the observa tions were
l[istings. Only forty-two Septenber observa tions contained price
information. N neteen Cctober observations contained price
information. Mst of the observa tions were of apartnents. There
were no | and transactions.

Annex 4 describes the information contained in AURI's narket
data spreadsheet. | regard all of the characteristic data as
potentially valuable in valuation. The data in AURI's dat abase
woul d be particularly valuable in nmarket and i ncone nodel s (which
are discussed in section IV.A). Afewrefine nents are recom -
mended in annex 4. Additional structur al details would be
desirable were reliance to be placed on cost nodel s (greater
structural data requirenents is a disad vantage of cost nodels).
Additional data will be needed in | and val uation. The geographic
coordi nates of a point representing each parcel would be very
desirabl e (such as the approxi mate centroid of the parcel).

As general recommendations, data quality should be stressed
over data quantity and the research shoul d concentrate on sal es
rather than listings. Each sale should identified by an address
(or cadastral nunber). Consideration should be given to coll ect
ing additional data el enents.

Consi derati on shoul d be given to reduci ng the anount of data
conpiled on each listing to, perhaps, district or zone, size, and
asking price. It may be useful to continue to report data on the
nunber of |istings.



| deal |y, each sale would be checked in the field to ensure
that the data on its characteristics are accurate. Proper ties
w t h unusual physical characteristics and with unusu al prices
shoul d recei ve greatest attention. These properties may repre -
sent "outliers,” which should not be included in the data sets
used to devel op nass val uati on nodel s.

| al so would recommend a test program of contact ing the
seller, buyer, or both after registration to confirmsales infor
mation. There is a need to evaluate whether a sale is an "arm s-
| ength, open-narket" transaction that is representative of the
housing and | and nmarket in Yerevan. Third parties, such as
brokers or |enders, also mght be contact ed. Such contacts will
be especially inportant when commercial and indus trial properties
begin to be sold.

C ANALYSI S AND PRESENTATI ON OF DATA

At the tinme of ny mssion, the AURI had supplied the I CVA
office in Yerevan with paper copies of its narket data spread -
sheets for Septenber and Cctober. The Septenber data were
acconpani ed by the above nentioned report (Mshegi an and
Sogononi an 1993b). The Cctober data were acconpani ed by two
conput er-generated summary tables. The AURI intends to produce
quarterly narrative reports.

The witten report for Septenber and the Cctober tables
present tabul ations by zone, nunber of roons, and type of unit
(flat or single-famly house). Both reports present data on
average asking prices per square neter. (The Cctober ruble
prices were converted to dollars based on an exchange rate of
2,500 rubles per dollar.) The Septenber report contains addi -
tional anal yses, including rates of change fromJuly 1993,
al t hough the presentation of those data was not entirely clear.

D. PLANS FOR VALUATI ON MCDELI NG

The AUR researchers want to apply nmultivariate anal yses to
devel op val uati on nodel s, such as Joseph Eckert did for sets of
Krakow and Mbscow data (which are perhaps best described in
Eckert and Kalinina 1993; al so see Eckert 1992). The chief goal
of Eckert's research was to eval uate how wel | inmmovabl e property
markets were functioning in the two cities. A second goal was to
denonstrate technol ogy wi dely used in nass valuation in western
countries.



| have done simlar exploratory nodeling using the data
descri bed above and in annex 4. As the nunbers of observations
and proper ty characteristics were snaller and as the geographic
coordi nates of each property were not available, it is premature
to make strong clains regardi ng the useful ness of the technol ogy
in Arnmenia. However, in the representative nodel described in
annex 5, the variable coeffi cients had expected signs, suggesting
a "rational" market. In addition, the nodel tends to validate
AUR 's | and val ue research. An optimstic conclusion would be
that regression analysis of spatial and other property character
istic data coul d produce defensible nass val uati on nodels. For
this reason | recommend the val uation pilot studies discussed in
section IV. A 3. a.

(One question that shoul d be asked is whether early sales in
a market truly reflect the supply and demand for housing in
Yerevan or whether they represent a narket niche. If the AUR's
exchange rate of 2,500 rubles to the dollar is reasonably accu -
rate, there is sone evidence that the dollar sales reflect one
mar ket and the ruble sales another. The nedian price of dollar
sal es was $8, 000, which is about 160 tinmes the m ni mum annual
salary and about 30 tines a professional salary. |In contrast,
the nedian ruble price converted to dollars was $1,900, which is
about 40 tines the mninmumsalary and six tines a professional

salary. It seens unlike |y that ordinary famlies coul d purchase
housing at dollar prices. |In other words, the observed prices
may not represent typical housing values. Annex 5 illustrates

t he consequences of using an inappropriate val uati on nodel.



V. | MPLEMENTI NG A PRCPERTY TAX SYSTEM

Armenia's property tax systemnust be able to identify

t axabl e subj ects (taxpayers) and taxabl e objects and |ink them

(oj ects nust be val ued and assessed correctly. Tax assessnents
must be collected. |If any of these is done poorly, tax equity
wll suffer. Revenue generation also may suffer. 1In addition,
Armeni a' s proposed property tax systemenvis ages differentia
taxati on based on the characteristics of subjects and objects.

The systemnust collect sufficient informa tion to classify both

properly.

Qurrent economc realities dictate that the Republic of
Arnmenia instal | a property tax systemin a very short tine, with
avai | abl e resources, and with avail able data. Conpro mses in al
three of the above areas will be necessary initially. Fiscal
needs require that the property tax systemnust be in place
before a conprehensive fiscal cadastre can be conpleted. Conse -
quently, the initial focus should be on identifying the nost
val uabl e objects of taxation and the sub jects whose property is
suffi ciently valuable to generate tax revenue in excess of
admnistrative costs. Mass valuation nodel s shoul d be sinple--
requiring only data that are readily available. Public inform -
tion prograns, billing, and enforcenment shoul d be vigorous so
that taxpayers realize that the new taxes are "real." A so, tax
obligations shoul d be affordable, an issue outside the scope of
ny investi gation (but see section II1.D).

However, work to correct initial property tax systemdefi -
ciencies should be a part of initial systemdevel opnent plans.
G herwise, tax inequities will grow, producing both revenue
shortfalls and public opposition.

This chapter focuses on the admnistration of the | and and
property taxes (policy and |l egislation are the subject of chapter
I1). Section A considers options for identifying taxable sub -
jects and objects, valuation, tax billing and col |l ection, and
related record systens. Section B addresses organi zati on.

Section C addresses the tinetable.

A PRI NCI PLES, DESI GN DECG SIONS, AND CONSENSUS RECOMMVENDATI ONS

The proposed |l aws on | and and proper ty taxes specify parts
of the Armenian property tax system Qher characteristics can
be inferred fromthe laws. The principles of equity and effi -
ci ency suggest others. A few gaps and anbiguities will need to
be resol ved.



1. | denti fyi ng Taxabl e Subjects and (bjects

Armenia's property tax systemnust be able to identify
t axabl e subjects (taxpayers) and taxabl e objects (linking sub
jects with objects is discussed in section 2, below. Subjects
and objects also nust be classified. |If all or part of tax
receipts are to be distributed to | ocal governnments, it nay be
necessary to determne "situs" or the jurisdiction entitled to
receive the tax revenue froma particul ar object or subject.

The proposed | aws on | and and property taxes inply a conpl ex
classification system Taxable subjects fall into two najor
classes: users (of state land) and owners. Distinctions al so
are nmade between physical persons and | egal persons (enterprises,
organi zations, and institutions). The classification of objects
is nore conplex. Land has five classes: (1) agricultura
(article 4), (2) land allotted for gardeni ng (dachas plots)
(article 5), (3) privatized (urban?) land (article 6), (4)
industri al land (article 7), and (5) forest land (article 8).
"Property" (buildings and certain novable property) is classified
according to its ownership and use: (1) property owned by
enterprises, (2) property owned and used by physical persons, and
(3) property owned by physical persons but used by enterprises.

Physi cal pe rsons are assigned a person nunber, and the
propi ska (donestic passport) systemidentifies their |egal place
of residence. State enterprises presunably are well identified.

However, not all persons live in their |egal place of residence,
and not all private enterprises are registered.

The identification of objects is |less conplete. Mst
agricultural land parcels have been identified in the agricultur
al land cadastre. As it is state owned, urban |land | argely has
not been divided into parcels. Consequently few urban | and
parcel s have been identified, although construction project plans
(archived by city architects) are said to identify the | and
associ ated with a particular project. So-called "illegal"
construction and encroachnments nmay not be identified in official
records. Mbst apartnent buildings are identified by a building
"passport.” Presunably construction project plans identify many
other buildings. Aso, aircraft, watercraft, and nmany notor
vehi cl es presunmably are licensed. Qher taxable imovabl e and
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novabl e property will have to be identified by their owners or
the Tax | nspectorate.

An noted in Alny 1993a, the identification and classifica -
tion of property owned by physical persons but used by enterpris
es is anticipated to be difficult. GCher difficulties with
classification can be anticipated, such as with sone exenptions.

The law requires the tax admnistration to assess the | and
of physical persons and peasant farns and issue tax bills.
(Winderlich [1993] reports that there are 238,000 peasant farns.)
Enterprises are to assess their own property and nake tax pay -
nment s.

As noted in section Il.A a further conplication is that
each part owner of property is to be sent a separate tax bill.
This inplies that individual apartnents, and conceivably parts of
apartnments, will have to be identified. |In addition, a nethod of
prorating assessnents wll be needed.

2. Taxpayer Registers

Taxabl e subjects and objects nust be |linked and this infor
mati on nust be organi zed by the Tax Inspectorate. There are two
broad approaches to this: (1) registering property as decl ared
by owners and (2) building a fiscal cadastre.  course, a
property tax systemcan contain el enents of both approaches.

The earliest property tax systens relied upon taxpayers to
visit tax admnistrators and declare their property hol di ngs and
tax liabilities. Tax admnistrators, in turn, would conpile a
list of taxpayers, the anount of proper ty each taxpayer decl ared,
and the anmounts of taxes paid. 1In early agrarian societies, such
an approach was satisfactory. Tax collectors personally could
verify that each taxpayer's declara tion was reasonably accurate
and that a fair anmount of taxes was paid. Admnistrative burdens
were low. As econom es becanme nore conpl ex and as popul ations
grew, the shortcomngs of relying on taxpayers to assess their
own taxes becane apparent. Sone taxpayers failed to declare any
property. Mre taxpayers would under-report or under-value their
property. Qpportunities for favoritismand corruption grew. In
short, tax admnistrators could no longer rely on their general
famliarity with property ownership and value in their communi -
ties to achieve equity and to collect sufficient revenue.

Nonet hel ess, a person-oriented property tax systemoffers a

feasible initial, but tenporary, solution in a country |ike Arne
nia, where cadastral records are not conplete and open property
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markets are not well established. Recognizing this, the Tax
I nspectorate (fice quite reasonably plans a person-oriented tax
syst em

The Tax | nspectorate envisag es obtaining information about
proper ty owners and users and their property hol dings from al
avai |l abl e sources, including owers and users thensel ves, inven
tory offices, dprozem (the agency of the Mnistry of Agriculture
responsi bl e for the agricultural cadastre), and other offices.
(Article 4 of the draft property tax |aw appears to require the
cooperation of registration agencies, but the draft |and tax | aw
appears not to have a parallel provision.) The Inspectorate
woul d assenble the informa tion in its conputer system value
property, calculate taxes, and send statenents to taxpay ers.

Records woul d be organi zed by personal identification
nunber. Anot her key shoul d be address, and provision should be
made for recording a cadastral nunber

The Tax I nspectorate will need to design tax returns and
draft instructions. Enterprise tax returns will be required, as
article 4 of the draft property tax law and article 16 of the
draft land tax law require enterprises to assess their own taxes
(although article 2 of the land tax |aw contradictorily states
that the object of the land tax is the cadastral value of |and).

Al though the Tax Inspectorate nay prefer to rely on regis ters
and docunents received fromother agencies to assess physi cal

per sons, | believe a physical person return will be needed as
well. Initially, those other agencies nmay not have records in a
formthat woul d be convenient to the Tax I nspectorate. For a
variety of other reasons, they nmay not satisfy the needs of the
Tax | nspector ate. For exanple, they may not be able to transmt
records in atinely fash ion. As noted above, not all taxable
subjects and objects will be identified in official records. It
woul d be unwi se to allow a subject to avoid the obligation of
payi ng taxes nmerely because of a failure or |ack of capacity on
the part of sone governnent agency.

An effective public information programwi ||l be needed to
tell potential taxpayers about the purpose of the new taxes and
about taxpayers' obligations. A systemfor dis tributing bl ank
returns will need to be devised. (The Czech Republic required
taxpayers to pick up blank returns in banks, post offices, and
tax offices.) An alternative would be to nmail blank returns.

Procedures for receiving and processing returns will need to

be devel oped. These include recording the recei pt of returns,
review ng themfor conpl eteness and accuracy, making neces sary
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revisions, and cal cul ati ng assessnents and taxes due. Returns
shoul d be matched nmanually or by conputer with lists of enter -
prises, privatized apartnents, peasant farns, and the |ike.

M smat ches woul d need to be investigat ed.

Probl ens can be anticipated with inconplete returns and er
rors. Variations in the spelling of names and errors in in -
scribing identification nunbers can be problematic in any system

If avail able, bar coding technol ogy shoul d be used to speed
processing of returns and tax paymnents.

The person-based systemwould rermain in operation until a
transition to a fiscal cadastre-based system can be nade.

3. Fi scal Cadastres

A fiscal cadastre consists of (1) a set of |arge-scale maps
depi cting parcel boundaries; (2) a cadastral nunbering system by
whi ch each parcel is assigned a uni que nunber; (3) records
describing the | and parcels and any buil dings situated on those
parcels; and (4) records of the persons responsible for paying
property taxes. An inportant fifth conponent in a val ue-based
property tax is a separate sales file, in which information on
sales prices and terns is recorded, along wth descriptions of
properties as of the date of sale.

The Tax I nspectorate nmay not fully appreciate the value of a
fiscal cadastre. The superiority of fiscal cadastres over
owner ship registers was recogni zed in Europe in the 18th century.

Only by creating a fiscal cadastre, which organizes | and and

bui | di ng records geographically, can the tax admnistra tion
ensure that all assessable objects are discov ered and correctly
described. Having informa tion on spatial characteristics al so
facilitates valuation, particularly of land. Several articles of
the draft land tax law (including articles 2, 3, 15, and 18)
woul d appear to require a fiscal cadastre. (The Czech Republic's
experi ence in 1993 with the first year of an autonated person-
regi ster systemalso confirns the ultimate need for a fiscal
cadastre.)

As previously noted, the information needed to build a
fiscal cadastre does not currently exist in Arnenia. W ban
parcel s have not been delineated. Consequently, there can be no
conpl ete set of cadastral naps or cadastral nunbers. Buildings
are not linked with specific parcels, and official records nay
not contain information on some buildings. The question is:
what strategy should be followed to convert fromthe pl anned
per son- based property tax systemto a cadastre-based systen? A
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key issue is the relationship between the fiscal cadastre and the
| egal cadastre.

In principle, legal and fiscal cadastres can be (1) tota
i ndependent, (2) linked, or (3) fully integrated. I|ndependence
avoi ds need for institutional coordination, but results in
duplication of effort and anbiguities and redundanci es i n data.

Full integration is nost appealing theoretically but seldomis
practical froma managerial and financial standpoint. Conse -
quently, linked | egal and fiscal cadastres generally are recom

nmended. The common el enents woul d be the cadastral nmaps and the
cadastral nunbering system As the |egal cadastre is conpiled
(see Hol stein 1993), data would flow fromit to the fisca
cadastre to refine the data in the latter

By necessity, an Arnenian fiscal cadastre initially nust be
rudinmentary and inconplete. It nust precede conpletion of the
| egal cadas tre. Happily, Holstein 1993 reports that the Insti
tute of Cartography and CGeodesy Institute of Cartography and
Ceodesy has produced base nmaps at scales of 1:2,000 and 1:500 in
urban areas for the gas conpany. Such nmaps woul d nmake an appro
priate base for the fiscal cadastre. A ny 1993a (pages 41-43)
outlines a nethod for provisionally delineating parcel bound -
aries.

Article 3 of the draft law on land tax, which calls for per-
unit-area tax rates, wll require an estinmate of each parcel's
area. (Gherwi se, a standard price could be assigned standard-
si zed parcels, a sinple valuation approach.) Perhaps the sim
pl est nethod of cal cul ating parcel area would be to use trans
parent grids to count units of areas (ny inpression is that this
approach is used in the agricultural cadastre).

As a cadastral nunber ing systemcomon to the |egal and
fiscal cadastres woul d reduce anbiguity, a nmeans of deciding such
a systemneeds to be found. A working group conposed of repre
sentatives of the Tax | nspectorate, nmapping and cadastral agen
cies, and inventory offices mght be formed to propose such a
systemto the government. O course, both cadastres could
mai ntain parall el nunbering systens. |f a consensus nunbering
system cannot be found soon, the Tax Inspectorate could assign
provi sional nunbers to avoid delays in setting up the fisca
cadastre. (Annex 6 con tains ny reconmendations for a cadastral
nunberi ng system)

Al ny 1993a contai ned a general discussion of |and and build

ing record requirements and of sales and other market data
requi renents.
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I n conclusion, a general principle should be to design a
functional, affordable fiscal cadastre, even though it may not
reflect the state of the art technologically. A fiscal cadastre
is atool to be used. Use inplies having the neans and wlling
ness to maintainit.  course, the eventual use of conputer
t echnol ogy--digital maps and geographi ¢ i nformation systens--
shoul d be kept in mnd.

4. Val uati on Process

The introduction of the proposed taxes on |and and property
will require the devel opnent of a capability to value all types
of taxable property. This section describes and eval uates the
nmet hod ol ogi cal and adm ni strative options for devel oping a
valuation program (Valuation treatises descri be methodol ogi cal
options in considerably nore detail.)

Probl ens that nust be overcone include (a) property narkets
intheir early stages of devel opnent, (b) a correspondi ng short
age of market data, and (c) few experienced i movabl e property
val uers. The resources that can be allocated to property tax
admnistration are limted. These conditions constrain initial
options, as is widely recog nized. However, the design of the
val uati on program shoul d not be unduly constrai ned by current
conditions, as they can be expected to inprove. n the other
hand, it would be a mstake to believe valuation wll becone
easy; for some types of property, valuation always will be
difficult.

Val uation is both a science and an art. As nentioned in
Al ny 1993, valuers consider three main types of evidence: sales
prices, inconmes generated fromrent, and construction costs.
Valuation treatises and standards organi ze val uation activities
in a "valuation process."

I n conventional single-property valuation, the valuation
process has seven main steps which the valuer follows wth each
new val uation assignnent: (1) define the valuation problem (2)
make a prelimnary analysis, plan howto solve the problem and
sel ect and collect the necessary data; (3) determne the nost
econom c legal use; (4) estimate land value if required by the
assignment; (5) estimate total property value; (6) reconcile
val ue indicators and reach a conclusion as to val ue; and (7)
report the concl usion.

These activities are present in the mass val uati on proce -
dures used in property tax admnistration, although the work nust
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be highly systemati zed to achi eve necessary economes. The
valuation problemis defined in legislation. Mst of the neces -
sary data reside in the fiscal cadastre. Valuation is acconplis

hed through the devel opnent and application of fornmal valuation
nodel s. Val uers enploy quality assurance procedures to ensure

data accuracy, evaluate the valuation nodels, and revi ew val ue
estinmates. Taxation requires that a value estimate be officially
adopted for each property, and the estinmate (the assessnent)

shoul d be communi cated to the taxpayer on an assess ment notice or
tax bill. An inferior but economcal alternative is to publish
lists of valuations.

| f conputer assistance is possible, valuers can use statis -
tical nethods to anal yze the effects of nore supply and denand
factors on prices than can be done using conventional val uation
techni ques. Consequently, mass valua tions can be highly accurate
as well as econom cal .

5. Prelimnary Anal yses

a. Data Needs Analysis : As the nost tinme-consum ng
and expensive aspect of a nmass valua tion programis collecting
and processing cadastral data, an inportant prelimnary anal ysis
process is to decide which data are needed. Cadastral records
shoul d contain the informa tion needed by the val uati on nodel or
nodel s that will be used. The records should contain the |oca -
tion, site, and i m provenent characteristics that affect the
attractive ness of a property in the marketpl ace.

b. Mbst Economc Legal Use : (Good val uation practice
requires a decision as to the nost economc | egal use of each
property (the termused in U S. valuation practice is "highest
and best use"). In nmass valuation, the current use generally is
assuned to be the nost economc |egal use. One exception to this
general rule is where devel opnent and redevel op nment are occur
ring, or are about to occur. Another exception is when a parcel
is clearly over- or under-inproved in conparison to its surround
ings. Informa tion on current u se also is necessary to assign
| and and buildings to their proper tax class. In addition to
nmonitoring actual use, it is inportant to nonitor changes in | and
use controls.

C. Sales Data Collection and Analysis : Mnitoring
sales is nost inportant--even when avail able data nay not be
trustworthy. ldeally, information on every sale woul d be col -
| ected, analyzed, and, if necessary, verified. Sales should be
reviewed to determ ne which ones represent "open -mar ket, arms -
length" sales. Only those sal es provide convinc i ng evi dence of
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mar ket val ue. The renaining sales should not be used directly in
valuation. The follow ng guide lines can be used to identify
usabl e sal es:

. The property shoul d have been sufficiently exposed to the
market to allow potential buyers enough tine to nmake an
offer (that is, related -party sales are not open -nmarket,
arms-length sales).

. The buyer and seller should be know edgeabl e and wel | -infor -
med (neither party shoul d possess know edge of the potenti al
use and val ue of the property not available to, or possessed
by, the other).

. The buyer and seller should be under no conpul sion to buy or
sel | .
. The price should not be affected by the terns of fi nanci ng

or other factors such as the inclusion of significant
anmounts of novabl e property (furniture, kitchen appliances,
and so forth).

Theoretically, adjustnments to a nomnal sale price are
warranted in a nunber of circunstances to reflect better the true
price that was paid for immovable property. |f novable property
was included in the sale, the value of that property shoul d be
deducted fromthe total sale price. If the seller lent noney to
the buyer to conplete the purchase, and if the rate of interest
charged was different fromthe narket rate of interest, the sale
price shoul d be adjusted for the present val ue of the difference.

Such adjustnents are nore likely to be required for sal es of
busi ness property.

Finally, it is sonetines necessary to adjust sales prices
for differences between the dates of sale and the date of val ua -
tion. This occurs when price |levels are changing significantly,
such as when inflation is high. For this reason, valuers shoul d
anal yze sal e price trends.

As previously nmentioned, the Tax Inspectorate should nain -
tain a separate sales data file as part of the fiscal cadastre.
This file should contain a record of each sale. The record
shoul d contain information about the sale price and terns, a
description of the property that was sold (which is why sold
properties should be field inspected), and an anal yst's opi ni on
as to the usefulness of the sale in valuation and in quality
assurance studies. Sale validation codes shoul d be devel oped.
The codes indicate whether a sale has been determned to be
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usable and, if not, why it was rejected. Al sales should be
included in the sales file.

d. Submarket ldentification : An inportant prelim -
nary analysis is to identify subnmarkets and "stratify" or assign
each property to the submarket(s) to which it belongs. Exanples
of submarkets include the narkets for vacant | and and for hous -
ing. It also is necessary to analyze the effects of |ocation
attributes. Location analyses should consid er market area,
nei ghbor hood, and site. A market area usually is an economc
area or region--part of a large netropolitan area, an entire
small city, or a cluster of rural communities. For sone types of
i movabl e property, such as |arge chemcal facto ries, the market
area can take on gl obal propor tions. A neighborhood is a honoge -
neous portion of a market area. Wban neigh bor hoods typical |y
are areas where residents share simlar soci oeconomc character -
istics. AUR has identified neighborhoods in Yerevan. Site
refers to the unique location of a plot of land within a narket
area and nei ghbor hood. Sone sites are superior to others because
of their specif ic location, size, shape, view, access to trans -
port, and ot her features.

As properties are stratified, analysts should specify the
units that will be used to anal yze sal es and ot her val uation
data. Units of conparison for analyz ing parcels of |and include
area neasurenents such as the square neter or hectare. Houses
m ght be anal yzed on the basis of area or another size indicator,
such as nunber of roons.

Val uers need to nonitor |and use and devel opnent trends and
construction activity to gain infornmation about changi ng denands
and about current nmarket participants' perceptions about the
hi ghest and best use of property. These activities al so suggest
cases where current narket data m ght be obtai ned.

e. G her Market Data Collection Activities : Con-
struction cost trends should be nonitored. Rental property
i ncone and expense data shoul d be col | ected, screened, and
analyzed. Qurrent information on rental property incone and
expenses i s needed for the income capitalization approach to
valuing property. It is desirable to require owners or nmanagers
of such property to file a return (which should be treated
confidential ly). Such a standardized reporting formfacilitates
report i ng and anal ysis of inconme and operating expense data.
Proper ties for which data are avail abl e shoul d be grouped by type
for analysis. Spreadsheet prograns can be devel oped for entering

-18-



reported figures, adjust ing atypical figures, and estinating
unreported figures.

f. Valuation Pilot Studies : Before firmy commtting
to a particular valuation approach, the valuation working group
should test it in a pilot study. Such studies will enable the
group to master the method and gain a first-hand appreciation of
its useful ness in Armenia. In addi tion, the pilot studies would
provide a basis for estimat ing shifts in tax burdens associ at ed
wi th any changes in val uation nethods.

6. Val uation pti ons

Primary val uation options include: (a) nmarket nodels, (b)
i nconme nodels, and (c) cost nodels. Wen the necessary narket
data are not available, the opinions of panels of experts and
point differentiation tech niques can be substituted, such as AUR
has shown. Wen the data permt, nodels of nore than one type
shoul d be devel oped. Milti ple estimates of market val ue provide
a consi stency check.

a. Mar ket Mbdels : Val uers prefer nmarket nodel s when
sufficient open -nmarket, arms -length sales are available. Sinple
nodel s simlar to the one described in annex 5 should be used in
t he begi nning. The nmethods used to calibrate the nodel s m ght
begin with spread sheets and descrip tive statistics. Miltiple
regression analysis (MRA) can be used when the volune of sales in
a nodel group exceeds 30 or four sales for every i ndependent
variabl e in the nodel .

b. | ncome Mbdels : I ncone nodel s shoul d be consi dered
in the valuation of rented properties. Separate nodels can be
devel oped to estimate narket rents, vacancy and expense rati 0s,
income multi pliers (sale price divided by net incone), and
overall rates (net operating incone divided by sale price). As
wi th market nodel s, the independent variables selected for the
nodel s shoul d hel p explain variations in the dependent vari abl es.

| ndependent vari abl es mght include |ocation, proper ty type,
building condi tion, and (sonetines) |and/building ratios. Many
of the above anal yses can be done on spreadsheets if the sanpl es
are snall enough.

C. Cost Mbdels : Cost nodels are used to estinmate the
val ue of buildings and other structures. Consequently, they nust
be used in conjunction with market or income nodels, which are
used to estimate | and val ues. Sonetines in nass val uation
practice, a "hybrid" nodel is devel oped froma narket nodel and a
cost nodel. These are called "nmarket calibrated cost nodels.” A
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cost nodel incorpo rates a method of estimating the current cost
of constructing a building and a nmethod of estinmating accrued
depreciation or dimnished utility (physical deteri orati on,
obsol escent features, and any adverse | ocati on or economc
conditions). As can be seen, the use of cost nodels is a round -
about way of estimating nmarket value. However, cost nodel s
provi de a back-up nmet hod when sufficient sales and i ncone data
are not available. Cost nodels generally require nore detail ed
descriptions of the design of, and materi als used in construct -
ing, the buildings than are needed for market and incone nodel s.
Cost nodel s al so require data on current costs of |abor, materi
als, and other direct and indirect costs of construc tion.
Statistical agencies and firns often conpile data on build ing
costs, elim nating the need for the property tax admn istration
todoit.

In mass valuation, current building costs are expressed on a
per-unit basis (for exanple, per-square-neter) and arranged in
tabl es, which are conpiled in a cost manual. Separate sched ul es
are devel oped for each building type and construction quality
class. Conputerizing cost schedul es speeds cal cul ati ons and
I Mproves accuracy.

The success of cost nodel s depends on reliable esti mat es of
accrued depreciation and | and values. In nmass val ua tion, stan -
dard depreciation allowances are contained in tables or sched -
ul es. These depreciation all owances shoul d be derived from
mar ket dat a.

7. Tax Coll ecti on and Enfor cenent

As stated in Alny 1993a (page 53), effective tax collection
and enforcenent are as inportant as discovering and val ui ng
taxabl e objects. Property taxation without strict enforcenent is
not truly "taxa tion" but is a systemfor accepting contributions.

The five basic steps of an effective tax collection and
enf orcement program are:

(1) Tax liabilities should be assessed.
(2) Taxpayers should be notified of their tax liabilities.
(3) Taxpayers shoul d be persuaded that they shoul d pay.

(4) Tax paynments shoul d be received and properly record ed.
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(5) Delinquent taxpayers should be forced to pay their liabili -
ties.

Paynment of taxes shoul d be made as conveni ent as possi bl e.
Possi bl e paynent points in addition to tax offices include banks,
post offices, and nortgage hol ders. Paynents shoul d be properly
credited. The date a paynent is received should be accurately
recor ded.

Under person-based tax registers, enforcenent against
del i nquent taxes woul d have to be agai nst the person, not the
property. The admnistrative costs of enforcenment agai nst
persons generally are higher than the costs of attaching a tax
lien to a property.

8. Quality Assurance

Publ i c acceptance of property taxati on depends on the
perfornmance of every nenber of the property tax adm nistration.
The conditions necessary for effective perfornmance include (a)
est abl i shmrent and docunent ation of standards of perfornmance that
conformto legal requirenments and professional standards, (b) a
wel | -organi zed and skilled staff, (c) ongoing eval uati on of
performance, and (d) effective prograns to correct problens.
These are inportant el enments of a quality assurance program

Publ i c acceptance also will depend on a perception that the
tax is fair. A perception of fairness is reinforced when data
are accurate, valuations appear accurate and uniform collection
rates are high, and taxpay ers are treated w thout prejudice or
favoritism An organi zational culture of public service and
excel | ence hel ps ensure quality work.

The Tax I nspector ate should strive for the hi ghest possi bl e
| evel of quality, by neans of planning, continuous review and
correction as needed. ood nanagenent builds into every step a
concern for quality.

9. Appeal s

The accuracy and equity of assessnents depend on wel | -
i nformed taxpayers, who are given opportunities to "audit" the
work of tax admnistrators. Arnenia should begin to design an
appeal procedure. H enents of the procedure include (a) estab
lishment of rights of appeal (and related |legal matters), (b)
creation of appeal bodies, (c) notice of assessnent, and (d)
procedure for naki ng appeal s.
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Initially, rights of appeal mght be limted to such things
as corrections of neasurenents, classification, and eligibility
for an exenption. Later, when valuation nodels are sufficiently
sophisticated as to allow a different valuation of every proper
ty, valuations al so shoul d be subject to chall enge.

It is often recormended that there be thre e stages to an
appeal process: (1) infornmal appeal to the tax admnistration to
correct errors and the like, (2) appeal to an independent | ocal
appeal body when the taxpayer and tax adm ni stration cannot reach
agreenent, and (3) appeal to the courts when a legal principle is
i nvol ved.

Regardi ng notice, each property owner or taxpayer shoul d be
given a notice of every change in the assessnent before the
appeal period. (If nmortgage conpani es pay property taxes,
procedures shoul d be established to ensure property owners
recei ve assessnent notices to protect their appeal rights.)
Soneti nes assessnents are published or posted in lieu of mailing
notices, placing an additional respon sibility on taxpayers to
| ook up their assess nents after the assessnent roll is nade
publ i c.

The fornmality of appeal procedure will vary with the |evel
of appeal. 1In general, appeals should be submtted in witing
and decisions |ikew se should be in witing. CGher matters, such
as burdens of proof, rules of evidence, qualifications of wt -
nesses, and the |like should be specified in fornmal appeal situa
tions.

B. CRGAN ZATI ON PLAN

Successful introduction of |and and property taxes in
Arnmenia wll require an appropriate institutional structure. At
the outset, there may be a need to obtain the Governnment's and
Parliament's understanding of the benefits and costs of property
tax and cadastral systemdevel opnent. Their commtnent wll be
essential to securing sufficient initial funding and in resol ving
differenc es between aff ected institutions. Responsibility for
the legal cadastre is a matter that needs to be resol ved (see
Hol stein 1993).

It al so would be desirable to confirmresponsibility for
property tax admnistration. The draft |laws on |and and property
taxes assign admnistra tion to the Tax Inspectorate. The AUR
favors giving cities and the State Commttee on Architecture and
Wban Planning a role in the admnistration of Iand and property
taxes, includ ing updating starting prices.
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| regard the Tax Inspectora te as an appropri ate initial
choice. The office has experience with tax admnistrati on.
However, |and and proper ty taxes have features with which the
office is not famliar. The office will need to develop its own
internal organization and obtain help from ot her agencies and
institutions, including G prozem build ing inventory offices, the
Institute of Cartography and Geodesy, and the AURI. The State
Commttee on Architecture and Wban Planning al so may have a
role. Consider ation should be givent o0 assigning sone responsi -
bilities to local councils in the future.

Internally, the Tax Inspectorate will need to assign respon
sibility for conpiling the register of taxpayers, valuation, tax
billing and collection, and conpiling the fiscal cadastre.

Working groups will need to be formed. perational branches

shoul d be decentralized for the conveni ence of taxpayers (i nqui -
ry, appeal, and paynment of taxes), as | believe they are.

Al t hough val uati on nodel s woul d be devel oped centrally, it may be
desirable to review application of the nodels locally. Decen -
tralized functions shoul d be adequately supervi sed.

It may be desirable in the future to establish a valuation
office separate fromthe tax admnistration. This office would
be responsible for all governmental valuations, including those
needed for tax adm nistration.

C | MPLEMENTATI ON PLAN

The Governnent of Armenia soon will need to decide upon a
general inplenentation strategy for setting up the property tax
admnistration and fiscal cadastre. Considering current circum -
stances and | ong-termneeds, | reconmmend three broad phases: (1)
an initial phase, (2) a transitional or devel opnental phase, and
(3) a mature operational phase.

1. Cener a

Each phase will have common tasks, such as estimating work
| oads, production rates, and avail abl e and needed resources. A
maj or task will be scheduling--dividing the overall project or
process into snaller tasks and activities, noting depen denci es,
and graphing for clarity. It would be hel pful to enploy project
managenent sof t ware.

As noted in Al ny 1993a, planning shoul d address the fol |l ow -
i ng:
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. Est abl i shing Legi sl ation

. Mar shal | i ng Resour ces
. Desi gni ng Systens and Procedures
. Tr ai ni ng
. Data Col | ection
. Val uat i on
. Public Information
. Ongoi ng Adm ni stration
2. Initial Phase

The initial phase which woul d enconpass the work that nust
be done by the Tax In spectorate O fice to (a) inplenent the
property tax systemenvis aged in the current draft |egislation
and (b) prepare for the transitional phase. A plan for conpl et
ing the transitional phase al so should be nmade in 1994.

a. Establishing Legislation : The |egal framework, or
body of Iaws and regul ations that govern a tax, lays out policy
choi ces, provides the environment for their achi eve ment, and
assigns responsibili ties. Wrk nodifying or elaborating existing
| egi sl ation should begin early in phase 1 (see chapter 11
section A). This work would include finalizing and adopti ng
regulations regard ing starting prices for s tandard housing units
and |l and parcels. See AUR 1993b. The starting price concept
may need to be expanded to other types of property. Related
activi ties would include finalizing and adopting interimproce -
dure for selling land. See AUR 1993a. This woul d be dependent
on the starting price regulation. The |land auction AUR has
mentioned as a prior ity project nmay be dependent on bot h.

It also woul d be desirable to create the |legal structure
di scussed i n annex 3.

b. Marshal ling Resources : It will be necessary to
obtai n fundi ng, nmake organi zati onal changes, devel op staff, and
acquire facilities and equi pnent.

Regardi ng funding, it nmay be necessary to devel op and secure
approval of project and operational budgets providing for regular
and tenporary enpl oyees, office facilities and equi pnment, any
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conputer systens, transport, forns, and so forth. Appropri ate
sources of funding should be identified (e.g., fromgovern nent
budgets, proceeds fromprivatization, sales of products and
services, grants). Arrangenents for technical assistance shoul d
be nade.

It will be necessary to finalize institutional arrangenents.
Anong the functions to consider are title registration,
cadastral mappi ng, devel opnent and nai ntenance of a fisca
cadastre, valuation, tax billing and collec tion. Wbrking groups
will need to be formed, and any advi sory commttees will need to
be forned.

It will be necessary to determne the feasibility of conput
erization. Environnental conditions and the availability of
equi pnent servi ce personnel should be considered along with
technical feasibility.

Equi prent and other needs will include map storage equip -
nment, neasuring instrunents, and training and reference nmateri -
al s.

C. Desi gning Systens and Procedures : A najor devel -
opnental activity will be the design of systens and procedures.
This work involves identifying needs, evaluating alternative
sol utions, and choosing the best solution in the circunstances.
The best solution often will not be the nost technically sophis -
ticated. In addition to design activities, nmanuals and forns
must be prepared. Following is a check list of matters to
consi der:

. Procedures for registering objects and subjects, including
. t axpayer returns and instructions
. return distribution strategy--pick up or mail?
. return processing procedures
. Public information program
. rational e for new taxes
. taxpayers' rights and responsibilities
. how to obtain returns, instructions for conpleting
}rﬁrkgsources of required information, and deadline for
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. Acquiring agricultural cadastral data

. Acquiring information frominventory offices on privately
owned property
. Acquiring other lists of taxpayers
. Devise basic billing and collection strategy and procedures
. distribution of bills
. paynent points--only tax offices?
. accounting for receipts
. del i nquent tax enforcenent procedures
. Security procedures
. returns
. payment s
. equi pnent
. di saster recovery

Techni cal assi stance nay be desirabl e.

d. Training: Training needs will range fromintro -
ductory courses on property taxation such as are offered by the
O gani sation for Econom c Cooperation and Devel opnent to specific
training in Armeni an procedur es.

Procedural training nmaterials and prograns will need to be
devel oped. Subjects to be covered include: basic admnistra -
tion, registration of subjects and objects, valuation, and tax
admnistration. Needs will evolve as progress i s nmade.

e. Data Collection : |In phase 1, data collection
largely would be restricted to the activities associated with the
regi stration of subjects and objects di scussed above. |n addi -

tion, the tax admnistration shoul d begin collecting nmarket data.
f. Valuation: Valuation generally would be restrict

ed to applying starting prices to data received in returns.
However, AURI's price estimation programshould be conti nued.
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g. Col lection: In phase 1, the collection procedures
ment i oned above woul d be i npl enment ed.

h. Appeal : An initial appeal procedure should be

devel oped.
i Quality Assurance : The conponents of a quality
assurance program i ncl ude:
. Staff selection and training
. Pr of essi onal et hics
. O gani zation
. Conput er system desi gn
. Assessnent st andards
. Data edits
. Security procedures
. Rati o studies
. Appr ai sal revi ews
. Procedural audits
. Ef fective internal comunications
. Corrective actions
. Taxpayer feedback through objections and appeal s
] - Public Information : The public information
program shoul d be inplenented. Its goal would be to encourage

vol untary conpliance with the new t axes.

K. Planning for Phase 2 : It will be necessary in
phase 1 to lay the ground work for phase 2, the creation of a
wor kabl e fiscal cadastre. Phase 1 activities could include:

. Determning the feasibility of conputerization

. Acqui ri ng work maps
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. Devel opi ng the cadastral nunbering system (in conjunction
with the institution(s) involved in creating a | egal cadas

tre)
. Devel opi ng cadastral record forns
3. Transi ti onal Phase

A first-generation fiscal cadastre woul d be created during
phase 2, the transitional phase. |Its goals would be to broaden
coverage of the taxes and, to the extent that narket conditions
permt, refine valuation procedures. The phase 1 property tax
systemwoul d continue in operation, perhaps with refinenments
designed to inprove equity and efficien cy and to snooth the
transition to a cadastre-based systemw th nore realistic val ua
tions. Mjor activities would be to delineate parcels on work
maps. Next, a uni que cadastral nunber woul d be as signed to each
parcel. That nunber would be used to link parcels, build i ngs,
and interests in property. A field canvass would be required to
conpl ete the cadastre. Recent work by inventory offices and
A prozem shoul d not be dupli cat ed.

Phase 2 shoul d begin in the second year of the proposed
taxes on |l and and property. It would require establishnment of
institutions capable of maintaining the fiscal cadastre and
carrying out an ongoi ng val uati on program

a. Devel opnent of the Fiscal Cadastre : It will be
necessary to:
. Eval uat e cadastral mapping requirenents
. I nitiate mappi ng program
. Bui |l d conpl ete owner and user registers
. Eval uate val uation data requirenments and define data ele -
ments (continuing AURI research)
. Define new data files
. Prepare coding and val uati on nmanual s and forns
. Convert or collect data

Data collection activities will evolve as the fiscal cadas
tre is developed. A field canvass will be necessary to ensure
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that every building and assessabl e inprovenent is |ocated on the
correct parcel and is accurately descri bed.

It wll be necessary to devel op and put into operation
change- handl i ng procedures designed to renew the cadastre as new
privately owned parcels are created, as new buil dings are con -
structed, and buil dings are denoli shed.

b. Devel opnent of the Valuation Program : The devel -
oprment of the valuation programw || be an outgrowth of mnarket
nmonitoring. Fromobservations of market data, better valuation
nmet hods will be developed. It will be necessary to specify
val uati on met hods and prepare nmanuals, forns, and the |ike
covering agricultural land, urban |and, buildings, and ot her
taxabl e property (busi ness novabl e property).

4. Vat ur e Phase

The "mature" phase woul d begi n when the nodern fiscal cadas
tre is conplete. Each year in the mature phase, records created
during the transitional phase woul d be updated as necessary. Re
cords on newy privatized |l and and property woul d be added. New
information on nmarket val ues woul d be anal yzed. Additional
information needed for better valuations nmay be added. Re sponsi -
bilities may be reas signed.
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ANNEX 3. CREATI NG A LEGAL AND | NSTI TUTI ONAL  STRUCTURE FCR ACCU -
RATE DI SCLO SURE CF SALE PRI CE DATA

The fact that declared prices do not represent real prices
is widely recognized. Increasing the accuracy of declared prices
of immovable proper ty will require an appropriate | egal and
institutional framework and will take tine. This section dis -
cusses sone of the elenents of such a structure.

Policy Issues. A central policy issue is whether informa -
tion about the value of i movable property should be public or
private. | believe there are strong reasons for making such
information public. At the sane tine, | understand the senti -
ments of those who regard it as private.

There are two aspects of privacy: whether the disclosure of
sales data conflicts with an individual's right to privacy and
whet her society should protec t proprietary interests. Wth
respect to an individual's right of privacy, it is human nature
for individuals to want to control access to infor mat i on about
one's wealth. Sonetines one may want to brag about one's wealth;
other times one wants to keep such informa tion secret. The
question is whether public interests override private interests.

The protection of proprietary interests is another matter.

It does not take an i nmovabl e property broker |ong to discover

t hat posses sion of info rmati on about properties that are for
sal e, about peopl e who want to buy, and about sales prices is
val uabl e in business. Having access to, and control over, such
information places one in a conpetitive advantage. ne al so can
sell such information to others after deals are conpleted. The
question is whether one is entitled to ownership of sales price
information nerely because one gains access to it in the course
of providing a service.

| think there are two reasons why the public's interests

override private and proprietary interests. |In addition, it is
worth noting that immovable property sales data are available to
the public in a nunber of countries and states. Neither citi zens

nor brokers seemto be injured.

First, markets cannot function efficient [y when infornation
about the properties that are for sale and about property val ues
is not readily available. Buyers and sellers both benefit from
| oner transac tion costs and fromaccess to price information.
Society bene fits froma nore effici ent allocation of resources.
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Second, government has a right to the information it needs
to admnister a tax effectively and efficiently.  course,
governnent nay have to treat private infornation confidentially.

O course, information that is public should not necessarily
be free of charge. As the brokerage industry and the tax admn -
istration realize, informa tion about the values of immovable
properties is itself valu able. It is appropriate for government
to recover its costs in providing information or in "adding
value" to the information it possesses. It also is reasonable
for governnent to purchase information fromprivate sources such
as brokers when the cost of doing so is less than the cost of
conpiling the information itself.

Anot her policy issue has to do whether and by what neans
governnent shoul d attenpt to recover the value of property that
it has essentially given away during privatization. As discussed
under "tax tools" below, taxation provides a possible recovery
nmechani sm How taxes are structured also affects howw I lingly
taxpayers wi |l disclose accurate narket price information.

Tax Tools. There are at |east three ways taxes can be
enpl oyed to provide governnent with a share of the value, or the
increase in value, of land and ot her i movabl e property. These
are annual taxes on the market value of property (such as the
proposed taxes on |land and on "property"), transfer taxes (such
as the existing notary fees), and the taxation of "capital gains"
under the incone tax. These taxes can be designed and used in
conjunction with other tools to encourage accurate reporting of
sale price data.

Br oad- based, uniformtaxes on i movabl e property at | ow
rates (such as those proposed in Arnenia) with reval uati ons based
on nmass val uation nodels provide little incentive for individuals
to conceal prices fromthe tax admnistration. This is particu -
larly true when the taxes are used to support |ocal government
prograns that benefit property owners.

Transfer taxes are |evied when | and and property changes
hands. The base of the tax is the value of the property.
I nternati onal experience teaches that high-rate transfer taxes
designed to slow the accumul ation of wealth--or to recover a part
of the value of property given away through privatization--sel dom
succeed. Hgh rates provide strong incen tives to conceal trans -
fers and to conceal true prices. Arnmenia s experi ence withits
10 percent notary fee bears this out. H gh transfer taxes al so
tend to reduce the affordability of housing. International
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experience al so suggests that rates not be in excess of 1 to 2
per cent .

The base of a capital gains tax is the i ncrease in the val ue
of a property while it isinits ower's hands. The gain is
viewed as inconme and is taxed under an inconme tax. |In capital
gains taxation, the seller will want to understate the price to
reduce her or his gain. 1In contrast, the buyer will want to
exagger ate the price to provide a high "basis" for calculating a
capital gain. (Mking depreciation (anortization) of buildings
and ot her property deductible frominconme taxation al so encourag -
es buyers to try to establish a high basis.) Consequently,
offset ting interests provide an incentive for accurate disclo -
sures of sale price information

Regul atory Tools . Mrtgage regul ations are anong the
regul atory tools that can be used to encourage accurate declara -
tion of sales prices. A rationale for government regul ati on of
banks and lending institutions is the fact that depositors and
sharehol ders individually cannot effectively oversee the perfor -
mance of bank officials. Wen banks invest in imrovabl e proper ty
nortgages, it isin the public's interest to ensure that they do
so prudently. Regulations requiring that |oan-to-value ratios be
| ow enough to provide sufficient collateral in the case of
default is one tool. Wen such limtations are in place, woul d-
be buyers often have an interest in persuading the | ending
institution that the property they want to buy is valuable. In
many i nstances, indepen dent val uations of properties should be
made before they are nortgaged. Mortgagees should be required to
carry fire and casualty insur ance. Mrt gages should be regis -
tered. Wien the tax admnistration has | egal access to this
information, buyers have no incentive to understate the val ue of
their property.

Anot her regulatory tool is licensing of professionals, such
as accountants, brokers, notaries, and valuers. |If professionals
risk loosing their licenses for falsifying information, they
usual ly will encourage their clients to be truthful

As previously nentioned, official access to transaction
docunents, such as the contract of sale, any nortgage, any
casualty insurance, any private appraisal is essential.

Parties to sales should be required to file an i movabl e
property transfer return and attest to the conpl et eness and
accuracy of the informa tion contained init. The return should
provide for disclosure of an accurate description of the property
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transferred, the seller and the buyer, the price and terns of the
sal e, and other circunstances of the sale.

Institutional Structure . The |aw should require the owner
ship registration service (legal cadastre) to send copi es of
transfer returns and other information on property sales to the
tax admnistration automati cally. Valuations nade for different
gover nnent al pur poses shoul d be coordi nated (which is the chief
rationale for governnental valuation offices).

Enforcenent Tools . The |aw shoul d provi de appropriate
penalties for failing to file returns or for filing fal se or
inconplete re turns. Third parties such as attor neys, brokers,
and notaries should be subject to sanc tions for filing fal se
returns. Promnent, egregious falsifications should be the
primary targets of en forcenment actions. En forcenent shoul d be
wel I publi ci zed.
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ANNEX 4. MARKET | NFCRVATI ON GATHERED BY AU R I.

Thi s annex describes the i nmovabl e property market infornma
tion being collected by the Armeni an Urban Research Institute
(AUR) during its market nonitoring program The data on each
i ndi vidual observation are stored in a conputerized dat abase.
See chapter I1l, section B

1. (bservati on nunber

2. Address. The information may include "nei ghborhood," street
nanme, street nunber, and unit nunber.

As noted in chapter 111, the researchers hope to be able to
follow the process fromlisting to sale to regis tration
They think the registration of Septenber sales will be

conpl eted in Novenber. As the researchers realize, tracking

properties will require a specific address. | recom nended
that resources be con centrated on sales with specif ic ad-
dr esses.

3. Zone. FEarlier, the AUR delineated nei ghborhoods and as -
si gned each nei ghborhood to one of five |and val ue bands or
zones. Zone 1 is the cen ter. Zone 5 conprises the nost
distant, |east valuable areas of the city.

For the future, it would be desirable to enter a code for
each nei ghborhood, so that it would be possible to nonitor
changes i n nei ghbor hoods, zones, and | and val ue patterns.

4, Nunmber of roons . The room count excludes the kitchen, the
bat hroom and any hal |l s.

As an indicator of size, the nunber of roons can be an
inportant variable in a market nodel. |f regression analy
sisis used, it is inportant not to include nore than one
highly correlat ed size variable in a single nodel. The
variable also mght be inportant in an i ncome nodel

5. Qoss and net living area . Living area in square neters is
based on inside neasurenents. @Qoss living area includes
the kitchen, the bathroom and so forth. Net living area is
the area of the roons enunerated in colum 4.

As with nunber of roons, gross or net living area can be an
important variable in nmarket and incone nodels. Goss area
of buildings (but not single apartnent units) can be an
important variable in cost nodels.
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10.

11.

Fl oor and total nunber of floors . Some of the observations
had the nunbers transposed. The data shoul d be revi ened and
corrected. It would be possible to programdata edits to
identify possible errors.

The floor on which an apartnent unit is situated can be an
inmportant variable in a market nodel. An apartnment on a

hi gher floor woul d have a superior view and coul d command a
premumfor that reason. On the other hand, |ower floors
woul d be nore desirable in buildings wthout elevators or
reliable elevator service. Top floors and ground floors
were said to be | ess desirable.

Bui | di ng construction type and year . Three construction
types were noted: (a) standard, (b) stone (the best), and
(c) prefabricated panel (the worst).

Bui | di ng construction type can be an inportant variable in
valuation. Year built is useful in constructing physica
deterioration tables.

Quality or "conveni ences" . Seven codes were noted, ranging
from"+++H' (the best) to "H' (typical) to "---H' (the
wor st ) .

For the future, consideration should be given to nore de -
tailed information on the factors that nake i rmovabl e prop
erty attractive or unattractive in the nmarketpl ace. Possi
bilities would include variabl es descri bi ng physical cond
tion of the building (or unit), whether the building (or
unit) has been renovated, and whether the unit has a good or
poor Vi ew.

Water system. Three types of water systemwere noted: (a)
punp (the worst), (b) permanent water supply, and (c) gravi
ty (with the last two types being best).

pen balcony area . |n square neters.

A bal cony coul d be expected to nmake an apartnent nore at -
tractive in the nmarketplace. Information on bal cony area
woul d be useful in estimating repl acenent cost.

Land area. |If a single-famly residence, associated |and
area in square neters.

Land area is an inportant variable in [ and val uati on.
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12.

13.

14.

15.

16.

Building area . |If a single-famly residence, building foot
print in square neters. This should correspond to gross
area in colum 5

As noted above, building area is an inportant variable in
val uati on

Price. Depending on the case, asking price and selling
price, in dollars or rubles. As previously noted, there are
few sales. Mst sales are in dollars.

Source. Two sources were noted: (a) "nmarket" and (b) "ex
pert." Most observations were fromthe narket.

For the future, nore specific codes nay be desirable. Do
peopl e use "for sale" signs? |If so, inquiring of the occu
pant may represent another "source" of market information.

Asking price per square neter inrubles . Analysis of sel
ing prices is of nmuch greater val ue.

Asking price per square neter in dollars . Analysis of sel
ing prices is of nmuch greater val ue.
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ANNEX 5. EXPLCRATCORY VALUATI ON MODELI NG

| used a statistical technique, nultiple regression analysis
and the data described in annex 4 to explore the feasibility of
devel oping mass val uation nodels. The software used was SPSS for
Wndows. The initial analyses were confined to the forty-three
observations with sales prices in dollars. Several nodels were
speci fied and calibrated. An exanple foll ows.

The dependent variable was sale price in dollars. For the
sanpl e of forty-three, the nean sale price was $11, 356, and the
standard devi ation of the sales prices was $9,434. (The sanple
contai ned an outlier with a $40,000 sale price.)

The candi dat e i ndependent variables | chose, their neans,
and their standard deviations were as foll ows:

Vari abl e Mean Standard Devi ati on
Nunber of roons 2.6 1.2
Zone 2 (0,1) 0. 186 0.394
Zone 3 (0,1) 0. 186 0.394
Zone 4 (0,1) 0. 163 0. 374
Zone 5 (0,1) 0. 302 0. 465
Water type 2 (0,1) 0. 302 0. 465
Water type 3 (0,1) 0. 140 0. 351
Stone construction (0 ,1) 0.628 0. 489
Prefab construction (0, 1)0.023 0. 152
Poor quality (0,1) 0. 093 0.294
Good quality (0,1) 0. 349 0. 482
Better quality (0,1) 0. 047 0. 213
Best quality (0O, 1) 0. 047 0. 213

Zone 1, water type 1, and average quality were used as reference
variables. None of the sanple were coded poorest quality or
poorer quality.

Usi ng stepw se regression produced the foll ow ng nodel :

Sale price ($) = $11, 237 (constant)
+ $4,030 * nunber of roomns
- $6,887 (if in zone 2)
- $12,130 (if in zone 3)
- $12,764 (if in zone 4)
- $15,755 (if in zone 5).

The i ndependent vari abl es had the expected signs, and the zone
vari abl es had the expected pattern (that is, apartmnent val ues
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decline as zone nunbers increase). The renaining vari abl es were
not included in the nodel because they did not nmeet the signifi -
cance criteria (T > 2.0 to enter and T < 0.1 to renove).

The R? statistic for the nodel was 0.73, which conpares
favorably with the goodness-of-fit statistic reported by Eckert
(1992). However, the standard error of the estimte was $5, 226.

In addition, it should be noted that | did not rigorously evalu
ate whether the nodel net the standard assunptions for |inear
regression nodels. Nor did | study the effects of renoving
outliers.

Al though highly prelimnary, | regard the results as proms
ing. They suggest that the narket for apartnents is behaving
"rational ly" (Eckert 1992). The results tend to confirmAUR's
| and val ue anal ysi s.

If the nodel were applied without no dification, the follow -
i ng val ues woul d be produced:

Nunber of roons

Zone 1 2 3 4 5

1 $ 15,267 $ 19,297 $ 23,327 $ 27,357 $ 31,387
2 8, 380 12, 410 16, 440 20, 470 24, 500
3 3,137 7,167 11, 197 15, 227 19, 257
4 2,503 6, 533 10, 563 14, 593 18, 623
5 - 488 3, 542 7,572 11, 602 15, 631

Qearly, the nodel is unable to produce reasonabl e esti mates of
t he val ue of one-roomapartnents in zone 5, but this exanple
illustrates how a sinple nmass val uati on nodel coul d be appli ed.

I n good nass val uation practice, a nodel is applied to a
"control group,"” a sanple of sold properties that were not used

to calibrate the nodel. To illustrate the concept and as a
further test of the nodel, | applied it to the eigh teen proper -
ties with prices inrubles. Inthe followng table, the prices

predicted by the nodel are conpared to the reported prices
converted to dollars using the rate of 2,500 rubles per dollar.

The tabl e reveals anoth er problem the nodel appears to

overval ue properties in the control group. The "ratio" colum
contains the ratios of predicted values to reported val ues.
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These ratios are anal ogous to sales ratios calculated in "sales
ratio studies," a quality assurance tool used in the United
States. D sregarding the cases w th negative predicted val ues,
the nmean ratio is 2.451 and the nedian ratio is 2.214, suggesting
that the nodel may overval ue property by nore than a factor of 2.
The "coefficient of dispersion," a statistic nmeasuring val uation
uniformty, is 32.5 percent. 1In general, coefficients greater
than 20 percent signal unacceptably nonuniform val uations.

Reported Price Predicted Price Rati o
$ 880 $ 3,542 4. 025
1, 200 - 488 * ok ok ok ok
1, 200 - 488 * ok ok ok ok
1, 400 3,542 2.530
1, 600 - 488 * ok ok ok ok
1, 600 3, 542 2.214
1, 600 3, 542 2.214
1, 800 3,542 1. 968
1, 800 - 488 * ok ok ok ok
2, 000 3, 542 1.771
2,000 7,572 3.786
2, 000 3, 542 1.771
2, 800 3,542 1. 265
3, 000 11, 602 3. 867
3, 200 7,572 2. 366
3, 400 11, 602 3.412
5, 800 10, 563 1.821
5, 800 7,572 1. 305
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ANNEX 6. RECOMMENDED CADASTRAL NUMBERI NG SYSTEM

Conponents : For purposes of the fiscal cadastre, | recom -
mend a nap- based cadastral nunbering system That is, individua
cadastral units (land parcels, buildings, or units of a building)
woul d be | ocated on | arge-scal e cadastral maps, and each area
(parcel) woul d have a uni que nunber assigned to it. Associated
records woul d contain the sane cadastral nunber. | recommend
that the cadas tral nunbering systemcontain the follow ng ele -
nent s:

Local council code nunber --this code nunber woul d identify
the local council entitled to receive the property taxes
fromthe property in question. |If the cadastral record
systemis conputer ized, this code could, and probably
shoul d, be separate fromthe cadastral nunber. It would
appear that a three-digit code would be sufficient.

Map nunber --each map in the cadastral nap series (such as
the 1:2000 series) should be assigned a uni que nunber. A
cadastral area nunber woul d be necessary, if cadastra
admnistration were decentrali zed.

Bl ock nunber --each nmap area shoul d be divided i nto "bl ocks"
which are logical groups of parcels. A block would conprise
all the parcels bounded by four streets, for exanple. Each

bl ock in a map woul d have a nunber a nunerical code assigned
toit. Two digits nornmally would be sufficient for a bl ock

code.

Bl ocks (and parcels) that straddl e map boundari es shoul d be
linked only to one map (usually the nmap containing the
| argest part of the block or parcel).

Parcel nunber --simlar to the assignnment of bl ock codes,
each ownership parcel in a block would have a code nunber
assigned to it. Again, atwo-digit code ordinarily would be
sufficient.

Bui | di ng nunber --because a parcel could have nore than one
bui | di ng and because each buil ding could have a different
owner, provision also should be nmade for a buil di ng code.
The code woul d not have to be assigned if all buildings are
owned by the owner of the parcel. Two digits should be
sufficient.

Unit nunber --simlarly, a building could have multiple
units, each with a different owner.
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Change procedure : Wen the boundaries of an area are
changed, either through conbining or dividing existing areas, al
affected areas shoul d be assigned a new cadastral nunber.

Sone parcels of land may straddl e the boundaries of |oca
councils or nmap areas. Rules for assigning cadastral nunbers in
such instances will need to be devi sed.
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